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Abstract:  
Income tax incentives is one of policy could be used to facilitate investment in specific 
industry. A change of current tax structure in various method is significant determinant of 
economic activity. In this research, we discuss income tax incentives in Indonesia with focus 
on three industry: textile industry, renewable energy industry and creative industry. To 
compare income tax incentives given in Indonesia, we use two other country as a comparison. 
From our study, we found that other country give more attractive income tax incentives 
package which maximize shareholder’s value that might be considered to be implemented if 
applicable in Indonesia by government and tax authority. 
Keywords: income tax incentives, textile industry, renewable energy industry, creative 
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1. INTRODUCTION 
To facilitate investment in specific industry a new policy is introduced. There are many 
kind of these policy: investment policy, fiscal policy, etc. Main objective of these policy is to 
promote the specific industry and encourage domestic and foreign investment in the specific 
area. 
One of fiscal policy could be used to improve investment is income tax incentives, a 
change of current tax structures in various method (Tung and Cho, 2001 and Mulyadi, Anwar 
and Siagian, 2012). Fiscal policy is a significant determinant of economic activity, especially 
for foreign direct investment (FDI) activity (Newlon, 1987; Swenson, 1994 and Hines, 1996). 
According to Slemrod and Blumenthal (1996), compliance to income tax regulation is 
costly especially for big business. Therefore, it is unavoidable that income tax incentives play 
an important role to attract investment, foreign direct investment and domestic investment as 
well (Anwar and Mulyadi, 2012). 
Our focus of Indonesian income tax incentives in this article is in three selected industry: 
textile industry, renewable energy industry and creative industry. 
 
2. LITERATURE REVIEW 
2.1 Income tax incentives 
There are various method of income tax incentives. According to Hutagaol, Darussalam 
and Septriadi (2006), there are three method of income tax incentives: (1) inter-country 
agreement; (2) contractor agreement; and (3) income tax incentives based on legislation and 
regulation. 
Holland and Vann (1998) have different grouping of income tax incentives. They divide 
income tax incentives to five groups: tax holiday, investment allowances and tax credits, 
timing differences, reduced tax rates and free economic zones. 
Although fiscal policy (in this case income tax incentives) is a significant determinant of 
economic activity (Grubert and Mutti, 1991 and Wasylenko, 1997), it sometimes have little 
or no effect (Deskins, 2005). However, income tax incentives is the most common policy 
used to encourage investment especially in developing countries (Van Parys and James, 
2010) as it will give advantage over other investment (Fernandez de Soto Blass, 2011). 
2.2 Previous research 
Income tax incentives is fiscal policy given to improve investment in specific 
area/industry by changing current tax structures. Previous research in tax structures usually 
have mixed value judgement and analytical frameworks (Lambert, 1985; Atkinson, 1995 and 
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Creedy, 1995). And it is an external economics which can be constructive or destructive (Lee 
and Lin, 2011). 
Tax played an important role in foreign direct investment activity and multinational 
corporations investment decision (Horst, 1997 and Root and Ahmed, 1978). In China, income 
tax incentives policy is influential determinant of China regional investment as city with 
lower income tax rate received higher foreign direct investment than with the higher one 
(Tung and Cho, 2001). 
2.3 Income tax incentives in Indonesia 
Indonesia also gives income tax incentives to promote investment in specific industry. 
There are five kind of income tax incentives, VAT incentives and also custom incentives. 
Because we are focusing on income tax incentives, VAT and custom incentives are not 
discussed in this research. 
In income tax incentives, there are five incentives given by government through regulation 
from Ministry of Finance as follows: 
1. Reducing of net income amounted 30% of investment. This reduction amount are 
allocated for six years, with each years’ reduction is 5% of investment. In Indonesia, 
corporate income tax rate is 25% while for micro, small and medium enterprise is 
eligible for 50% reduction from income tax rate. 
2. Accelerated depereciation and amortization. In Indonesia, corporation allowed to choose 
straight line or double declining (exclusion for building) as its depreciation method. But 
Directorate General of Tax classify to a certain group. For example, a non-building 
assets is categorized under four groups (according to its nature) and building assets is 
categorized under permanent and non permanent. Summary of the depreciation rate with 
straight line and double declining method under this incentives and without this 
incentives could be seen in table 1. Accelerated depreciation would only impacted as a 
timing difference, not a permanent difference. For example: in non building group I, with 
incentives that asset will be fully depreciated in 2 years, while without incentives that 
asset will be fully depreciated in 4 years. It means from year 5, they will not have income 
tax impact. 
Type of Assets 
Depreciation Rate 
(Straight Line) 
With Incentives 
Depreciation Rate 
(Straight Line) 
No Incentives 
Depreciation Rate 
(Double 
Declining) 
With Incentives 
Depreciation Rate 
(Double 
Declining) 
No Incentives 
Non Building – 
Group I 
50% 25% 100% 50% 
Non Building – 
Group II 
25% 12,5% 50% 25% 
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Non Building – 
Group III 
12,5% 6,25% 25% 12,5% 
Non Building – 
Group IV 
10% 5% 20% 10% 
Permanent 
Building 
10% 5% - - 
Non Permanent 
Building 
20% 10% - - 
Table 1. Summary of Depreciation Rate in Indonesia 
 
3. Income tax on dividend to foreign taxpayer with 10% tax rate or with lower rate 
according to tax treaty between Indonesia and the dividend holder’s country. 
4. Loss carry forward extended to more than 5 years, but not exceeding 10 years. For 
general taxpayer in Indonesia, loss carry forward maximum only for five years. 
5. Exclusion from Income Tax Article 22 on import for machine and equipment 
(Completely Knock Down or Completely Built Up; sparepart is excluded from this 
incentive). In Indonesia, besides subject to VAT; it is also subject to Income Tax article 
22 (income tax rate of 2.5% or 7.5%). The mechanism of Income Tax article 22 actually 
as a tax credit to be calculated in annual tax. So the exclusion from Income Tax Article 
22 do not have significant impact on income tax calculation. 
 
3. METHODOLOGY 
In this research, we use simulation method to compare income tax incentives given by 
selected country in three industry (textile industry, renewable energy industry and creative 
industry). The objective of this comparison to conclude which income tax incentives is the 
most effective to attract investment. 
This simulation method is the most common method used in analyzing income tax 
incentives (Graham and Smith, 1998 and Anwar and Mulyadi, 2011). In the end, comparison 
of income tax incentives will be evaluated using shareholder’s value as proposed by Anwar 
and Mulyadi (2011). 
 
4. DISCUSSION AND ANALYSIS 
4.1 Textile industry 
In analysis of income tax incentives given for textile industry, we analyze income tax 
incentives in Indonesia, China and Pakistan. 
4.1.1 Income tax incentives for textile industry in Indonesia 
Income tax incentives applied for textile industry in Indonesia are: 30% reduction to net 
income calculated from investment in 6 years (5% reduction every year for 6 years), 
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accelerated depreciation and amortization, 10% dividend tax for foreign taxpayer, 5-10 years 
loss carry forward (only 5 years normally) and exemption from export and import tax. 
4.1.2 Income tax incentives for textile industry in China 
Income tax incentives applied for textile industry in China are: 9%-17% reduction from 
corporate income tax, exemption from export tax, exemption from export duty in several 
country, export VAT rebate and tax sparing credit. From the income tax incentives given in 
China, reduction from corporate income tax is the most significant income tax incentives for 
the creative industry in China. 
4.1.3 Income tax incentives for textile industry in Pakistan 
In Pakistan, there are several income tax incentives given for textile industry. The most 
significant income tax incentives is 0% corporate income tax for the first 10 years. Other 
income tax incentives for textile industry in Pakistan such as: exemption from import tax and 
50% reduction from income tax for passive investor. 
4.1.4 Comparison of income tax incentives for textile industry in Indonesia, China and 
Pakistan 
Based on above discussion, we consider all income tax incentives given by three countries. 
Using several assumption, we simulate five years period earning after tax for textile industry 
as shown in table 2. 
Country Year 1 Year 2 Year 3 Year 4 Year 5 
Indonesia 9,295 7,436 13,942 18,589 23,229 
China 9,644 7,715 14,467 19,289 24,103 
Pakistan 12,190 9,752 18,285 24,380 30,465 
Table 2. Simulation of five years earning after tax 
 
After presentation of earning after tax in previous table, we apply shareholder’s value to 
analyze which country is the most attractive place for textile industry. Using 5.75% as 
interest rate, a rate constantly used by Indonesia Central Bank, we calculate the following 
shareholder’s value (table 3). 
Country Total of shareholder’s value 
Indonesia 59,963 
China 61,921 
Pakistan 78,267 
Table 3. Total of shareholder’s value in three countries 
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Based on shareholder’s value in table 3, it can be seen that investor in Pakistan will have 
the highest shareholder’s value due to the most attractive income tax incentives given by the 
government (0% corporate income tax rate for the first 10 years). 
4.2 Renewable energy industry 
We focus on wind industry, as one of renewable energy industry in this income tax 
incentives analysis. And we analyze income tax incentives for wind industry in Indonesia, 
USA and China. 
4.2.1 Income tax incentives for wind industry in Indonesia 
There are no specific regulations regulate income tax incentives for wind industry in 
Indonesia. The only regulation exist is MOF regulation for general income tax incentives. 
Therefore, income tax incentives for wind industry in Indonesia are: 30% reduction to net 
income calculated from investment in 6 years (5% reduction every year for 6 years), 
accelerated depreciation and amortization, 10% dividend tax for foreign taxpayer, 5-10 years 
loss carry forward (only 5 years normally) and exemption from export and import tax. 
4.2.2 Income tax incentives for wind industry in USA 
Wind energy are given tremendous boosts under the new USA law. The residential energy 
efficient propery credit (also known as the Code Sec. 25D residential alternative energy 
credit) has been extended and enhanced through Dec 31, 2016. Through 2008, the 30 percent 
residential alternative energy credit will continue to limited to a maximum of $2,000, plus 
$500 for each half kilowatt of wind turbine electric capacity. 
USA congress has reinstated, expanded and clarified the Code Sec. 25C residential energy 
property credit for property placed in service in 2009. A lifetime credit of up to $500 is 
available for non-business energy property that meets the requirements for qualified energy 
efficiency improvements or qualified residential energy property expenditures. The credit, 
subject to the $500 cap, is equal to the cost of residential energy-efficient building property, 
plus 10 percent of the cost of qualified building envelope components. Up to $200 of the 
credit can be taken for the cost of windows. 
The new law also seeks to consumerize wind energy by providing incentives to put up a 
smaller wind turbine version of those huge propellers-on-a-pole versions now commonplace 
on may rural hillsides. A 30 percent credit has been created on the installation costs of small 
wind turbines (those with capacities of 100 kilowatts or less). This credit applies to both 
residential and commercial use. The credits for wind turbines (“small wind energy property”) 
are limited to 30 percent of their cost and are capped $4,000 annually. For a residence 
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occupied by two or more individuals, the maximum wind energy expenditure is $1,167 per 
year per half kilowatt and a total of $13,333. 
Table 4 below presented tax incentives available in USA for wind energy industry, which 
include incentive for personal and corporate tax payer. Basically, income tax incentive given 
by USA government to wind industry energy is mostly indirect incentive (except for the third 
incentive below). By giving personal or corporate tax credit if they install a renewable energy 
system will indirectly boost sales of renewable energy (in this case: wind energy). Renewable 
energy industry in turn have increasing sales, and furthermore they also have corporate tax 
credit (third incentive) for electricity sold to an unrelated person that are generated by 
qualified energy resources. 
Type Amount Maximum Amount Remarks 
Personal Tax Credit 30% of expenditures Placed in services in 2008: 
$4,000 
Placed in services after Dec 
31, 2008: no limit 
A taxpayer may claim a 
credit of 30% of qualified 
expenditures for a system 
that serves a dwelling 
unit located in the USA 
and used as a residence. 
Corporate Tax Credit 30% of expenditures Placed in services April 10, 
2008 to Dec 31, 2008: 
$4,000 
Placed in services after Dec 
31, 2008: no limit 
Credits are available for 
eligible systems placed in 
service on or before Dec 
31, 2016. Eligible system 
size is 100 kilowatt/less. 
Corporate Tax Credit 2.2¢/kWh N/A Per-kilowatt-hour tax 
credit for electricity 
generated by qualified 
energy resources and sold 
by taxpayer to an 
unrelated person during 
the taxable year. 
Table 4. Summary of Wind Industry’s Income Tax Incentives in USA 
 
4.2.3 Income tax incentives for wind industry in China 
Based on collection and distribution rights, tax in China can be classified as central 
government tax, local government tax, and shared tax. Except for biogas and wind, renewable 
energy production is not eligible for specific tax incentives at the central government level. 
In September 2001, Adjustment of Value Added Tax (VAT) for Some Resource 
Comprehensive Utilization Products was issued by Ministry of Finance and the State Tax 
Administration. According to this circular, the VAT for using municipal solid waste for 
power generation will be collected first and then will be refunded back to the manufacturer. 
The VAT rate for wind power will be half of the general rate. Besides, they also subject to a 
lower income tax (15%, while general corporation subject to 33% income tax). 
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China reduces around 55% of income tax for wind energy industry, which give wind 
energy industry’s effective rate is 45% of its original rate of income tax. Value added tax is 
not an income tax, though the reducing amount of VAT on wind power will indirectly 
increased sales of wind energy industry. In calculation of income tax effect, the reduction 
amount would not have direct impact to the industry. Table 5 present summary of tax 
incentives for wind industry in China. 
Items Value Added Tax Income Tax 
General Corporation 17% 33% 
Wind Energy Industry 8.5% 15% 
Table 5. Summary of Wind Industry’s Tax Incentives in China 
 
4.2.4 Comparison of income tax incentives for wind industry in Indonesia and USA 
USA give three income tax incentives, where two incentives are indirect incentives. 
Indirect incentives given by government of USA is a tax credit for either personal or 
corporate texpayer if they install a system of renewable energy. For a personal taxpayer, they 
can install at their residence, while for corporation they can install it on their office. Of 
course, there is certain limitation given, such as eligibility of system and also maximum tax 
credit. But, in general, this indirect incentive is attractive to encourage taxpayer to use the 
renewable energy system. Because if they do so, they will have tax credit for their income 
tax. 
In Indonesia, indirect incentives toward renewable energy (wind) industry only related to 
VAT and also import tax while actually it could not count as an incentive. The difference 
between VAT In and VAT Out must be paid to the government. It would not impacted 
anything, but the amount paid at first. The same condition also for import tax, in the end of 
year the amount paid as import tax will be calculated as tax credit for annual tax calculation. 
Indonesia should consider to issue a new indirect incentives like what have been doing in 
USA. By creating indirect incentives, people will be encouraged to use/buy from renewable 
energy industry. Although it gives tax credit to the buyer, indirectly higher sales to renewable 
energy industry will in turn create higher bottom line and also higher tax paid to the 
government. 
4.2.5 Comparison of income tax incentives for wind industry in Indonesia and China 
Based on above discussion, we consider all income tax incentives given by Indonesia and 
China. Comparison of Indonesia and USA discussed separately as most of income tax 
incentives given in USA is indirect income tax incentives. Using several assumption, we 
simulate five years period earning after tax for textile industry as shown in table 6. 
Anwar and Mulyadi Global Business and Economics Research Journal 
Vol 1 (2): 81-92   ISSN: 2302-4593 
© Global Business and Economics Research Journal. Available online at http://www.globejournal.org 
 
 
 
P
ag
e8
9
 
P
ag
e8
9
 
Country Year 1 Year 2 Year 3 Year 4 Year 5 
Indonesia 93,750 100,352 106,956 113,576 120,223 
China 155,313 160,417 165,689 171,134 176,758 
Table 6. Simulation of five years earning after tax 
 
After presentation of earning after tax in previous table, we apply shareholder’s value to 
analyze which country is the most attractive place for wind industry. Using 5.75% as interest 
rate, a rate constantly used by Indonesia Central Bank, we calculate the following 
shareholder’s value (table 7). 
Country Total of shareholder’s value 
Indonesia 450,550 
China 700,912 
Table 7. Total of shareholder’s value in two countries 
 
From table 7 we can see that shareholder’s value of wind industry investor in China is 
comparably higher than in Indonesia. The higher of this shareholder’s value due to better 
package of income tax incentives for wind industry given in China. 
4.3 Creative industry 
For creative industry, we use Singapore and Malaysia as comparison to Indonesia. There 
are several income tax incentives applied for creative industry in Indonesia, Singapore and 
Malaysia. 
4.3.1 Income tax incentives for creative industry in Indonesia 
Income tax incentives applied for creative industry in Indonesia are: lower income tax rate 
(50% from normal tax rate) in 6 years, accelerated depreciation and amortization, 5-10 years 
loss carry forward (only 5 years normally) and exemption from export tax and value added 
tax for import. 
4.3.2 Income tax incentives for creative industry in Singapore 
Income tax incentives applied for creative industry in Singapore are: lower income tax rate 
(7% to 12% less than normal tax rate) in 3-5 years, fiscal incentive of maximum SGD 
400,000 in 3 years, exemption on corporate income tax rate (depends on type of the 
corporation and the exemption rate is vary), lower tax rate (5% to 10% less than normal tax 
rate) for purchase of machine or modern equipment, and FDI facility from government. 
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Compared to incentives given in Indonesia, Singapore’s income tax incentives are vary. 
And not also a quantitative incentive (ie. lower tax rate, tax exemption), Singapore also given 
a qualitative incentive in terms of FDI facility, which is known to ease start up of a new 
foreign investment. 
4.3.3 Income tax incentives for creative industry in Malaysia 
There are several income tax incentives applied for creative industry in Malaysia. The 
most important incentives given is income tax exemption for 5 years. Beside income tax 
exemption, Malaysia also offering income tax exemption from capital gain for investor of 
creative industry. 
4.3.4 Comparison of income tax incentives for creative industry in Indonesia, Singapore and 
Malaysia 
Based on above discussion, we consider all income tax incentives given by three countries. 
Using several assumption, we simulate five years period earning after tax for creative 
industry as shown in table 8. 
Country Year 1 Year 2 Year 3 Year 4 Year 5 
Indonesia 30,625 28,437 35,000 43,750 48,125 
Singapore 31,850 30,025 36,850 45,950 50,500 
Malaysia 35,000 32,500 40,000 50,000 55,000 
Table 8. Simulation of five years earning after tax 
 
After presentation of earning after tax in previous table, we apply shareholder’s value to 
analyze which country is the most attractive place for creative industry. Using 5.75% as 
interest rate, a rate constantly used by Indonesia Central Bank, we calculate the following 
shareholder’s value. 
Country Total of shareholder’s value 
Indonesia 155,407 
Singapore 163,107 
Malaysia 177,608 
Table 9. Total of shareholder’s value in three countries 
 
5. CONCLUSION 
There are many kind of income tax incentives, and from our research in three different 
industry we find various form of this income tax incentives ranging from a direct income tax 
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incentives to indirect income tax incentives. Income tax incentives is influential in investment 
decision as from our research we find that this income tax incentives affected shareholder’s 
value. The more attractive income tax incentives package, the higher shareholder’s value in 
the country and will create higher possibility to receive investment in the specific industry. 
As for Indonesia position, in three industry, other country give better package of income tax 
incentives that could be considered by government and tax authority to be implemented in 
Indonesia. 
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